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PASS TREASURY AND FRB 

E.O. 11652: XGDS-1 
TAGS: EFIN, UK 

SUBJECT: MONETARY ASPECTS OF PRINCE FAHAD'S VISIT TO 
LONDON 

SUMMARY AS A RESULT OF PRINCE FAHAD'S VISIT, H.M. TREAS- 
URY APPEAR HOPEFUL THAT SAUDIS WILL NOT REDUCE STERLING 
HOLDINGS AND THAT AN ADDITIONAL REGULAR INCREMENT TO STER- 
LING HOLDINGS IS LIKELY TO CONTINUE. HEAD OF SAMA DUE TO 
VISIT LONDON IN NEAR FUTURE TO DISCUSS STERLING HOLDINGS. 

SOME PROGRESS REPORTED ON CONTINUING EFFORTS BY H.M. 
TREASURY TO APRANGE A LOAN DIRECTLY FROM SAUDIS. END SUM. 

1. DURING PRESS CONFERENCE AT CLOSE OF HIS VISIT, CROWN 
PRINCE FAHAD SAID THAT NO REQUESTS FOR A LOAN WERE MADE 
BY UK DURING HIS DISCUSSIONS THIS WEEK BUT THAT THE DOOR 
IS NOW OPEN FMR BRITAIN AND SAUDI ARABIA TO DISCUSS ANY 
MATTER OF MUTUAL BENEFIT TO THE TWO COUNTRIES. HE STATED 
SAUDIS HAVE NO INTENTION OF TAKING ANY ACTIONS THAT WOULD 
HARM THE POSITION OF STERLING; REPORTED THE GOVERNOR 
OF THE SAUDI ARABIAN MONETARY AGENCY WOULD SHORTLY BE COM- 
ING TO BRITAIN FOR DISCUSSIONS. IN REPLY TO A QUESTION 
ABOUT POSSIBLE SAFEGUARDS SAUDI ARABIA WOULD LIKE FOR ITS 
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IRRESPONSIBLE DEMANDS IN THIS REGARD. "THE POLICY OF THE 
KINGDOM OF SAUDI ARABIA IS THAT ALL ITS REQUESTS WILL BE 
REASONABLE, LOGICAL AND ACCEPTABLE, BECAUSE IF WE DEMAND 
INSURMOUNTABLE AND DIFFICULT GUARANTEES, THIS MEANS THAT 
THE DESIRE TO ARRIVE AT A SATISFACTORY SOLUTION IS ABSENT. 

IT HAS BEEN OUR POLICY TO MAKE REASONABLE DEMANDS IN ORDER 
TO ARRIVE AT ACCEPTABLE SOLUTIONS." 

2. ON OTHER POINTS, FAHAD SAID IF INDUSTRIAL NATIONS IN- 
CREASED PRICE OF EXPORTS TO THE DEVELOPING WORLD IT WAS 
INEVITABLE THE PRICE OF OIL PRODUCED BY THE OPEC COUNTRIES 
MUST BE RAISED. THE DISCUSSIONS BETWEEN FAHAD AND UK MINI 
STERS ALSO TOUCHED ON ECONOMIC MATTERS WITH THE SAUDIS AP 
PARENTLY EXPRESSING SOME CONCERN OVER PROSPECTS FOR THE UK 
ECONOMY AND THE BRITISH AFFIRMING THEIR DETERMINATION TO 
WIN THE BATTLE AGAINST INFLATION. 

3. BEGIN CONDIDENTIAL/NOFORN ABOVE POINTS WIDELY REPORT- 
ED IN PRESS. HM TREASURY SOURCE WHO HAD REPORT FROM CHAN- 
CELLOR HEALEY ON HEALEY'S DISCUSSIONS WITH FAHAD SAID AS 
RESULT OF DISCUSSIONS, UK DOES NOT EXPECT SAUDIS TO SHIFT 
BALANCES OUT MF STERLING AND INDEED EXPECTS SAUDIS WILL 
CONTINUE TO MAKE PLACEMENTS IN STERLING. BASED ON CONVER- 
SATIONS, UK ANTICIPATES SAUDIS WILL BE MAKING HIGHER PER- 
CENTAGE OF THEIR PLACEMENTS IN MEDIUM AND LONGER TERM 
MATURITIES WITH INCREASED GEOGRAPHIC DIVERSIFICATION. 

SAUDIS SHOWED CONCERN OVER TOO HEAVY CONCENTRATION OF 
THEIR DEPOSITS IN ANY ONE COUNTRY, TAKING INTO ACCOUNT 



CONFIDENTIAL 



NNN 

CONFIDENTIAL 

PAGE 01 LONDON 16390 02 OF 02 241726Z 
41 

ACTION EB-04 

INFO OCT-01 SS-04 EUR-03 NSC-04 TRSE-00 NSCE-00 INR-01 

CIAE-00 CEA-01 FRB-01 ISO-OO /019W 

127520 

R 241720Z OCT 75 
FM AMEMBASSY LONDON 
TO SECSTATE WASHDC 5878 
INFO AMEMBASSY JIDDA 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 




Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 



CONFIDENTIAL SECTION 02 OF 02 LONDON 16390 
LIMDIS GREENBACK 

THE POSSIBILITY THAT INDUSTRIALIZED COUNTRIES MIGHT AT 
SOME POINT BLOC THEIR ACCOUNTS AS A COUNTER REACTION TO 
AN EMBARGO OR OTHER UNFORESEEN POLITICAL DEVELOPMENTS. 
SOURCE SAID SAUDIS MAY RECALL THAT AT ONE POINT, UK 
BLOCKED EGYPTIAN STERLING BALANCES. SOURCE'S OWN JUDGMENT 
IS THAT THIS ANXIETY COULD RESULT IN A DIMINISHED FLOW OF 
SAUDI PLACEMENTS DIRECTLY TO THE U.S., WITH SOME OFF- 
SETTING BENEFIT TO THE UK. HOWEVER, AS SAUDI BALANCES 
BUILD UP IN THE INDUSTRIALIZED WORLD, THEY DO TEND TO 
PRESENT A FORM OF HOSTAGE, LEAVING LESS ROOM FOR EMBARGO 
OR OTHER PRECIPITOUS TYPE ACTION AGAINST THE WEST. 

4. CONTRARY TO PRESS REPORT, SOURCE SAID THAT SAUDI 
ARABIA AND UK DID DISCUSS POTENTIAL SAUDI LOAN TO THE UK 
WHICH HAS BEEN UNDER CONSIDERATION FOR OVER A YEAR. FUR- 
THER PROGRESS WAS MADE DURING DISCUSSIONS. IT IS NOT CER- 
TAIN WHETHER THE LOAN WILL BE IN STERLING, DOLLAR OR SDR 
DENOMINATED. SIR DEREK MITCHELL, SECOND PERMANENT SECRE- 
TARY OF H.M. TREASURY, AND C.W. MCMAHON, DIRECTOR OF THE 
BANK OFENGLAND, ARE EXPECTED TO MAKE QUIET TRIP TO SAUDI 
ARABIA, PROBABLY BEFORE END OF THIS YEAR, TO DISCUSS SPECI 
FIC DETAILS. 

5. PLEASE TREAT ABOVE INFORMATION AS NOFORN. 
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